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History of IR35
The	Intermediaries	Legislation	(commonly	known	as	IR35)	was	first	
mentioned in a 1999 Inland Revenue press release. The rules, to counter 
alleged tax avoidance via the use of ‘personal service companies’,  
became	law	in	2000.	

The	counter	avoidance	measures	were	to	prevent	‘disguised	
employment’.	In	a	nutshell	this	was	where	a	person	performs	the	same	
or a similar role to that of a company employee, possibly acted as such, 
and took advantage of employer facilities (i.e. not really a self-employed 
contractor).	If	supervision,	direction,	control	or	the	provision	thereof	by	
an end-client over a contractor exists then the contractor is unlikely to be 
considered genuinely self-employed.

The	only	real	difference	was	how	they	were	paid	–	one	via	full	PAYE	as	an	
employee	and	the	other	through	their	own	limited	company	(PSC)	with	
distinct tax break advantages. IR35 legislation remains in place today. 

The	off	payroll	regulations	were	installed	in	the	public	sector	in	April	2017.
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TIMELINE
Off-Payroll Working  
in the Public Sector

March 2016
Government Announce Changes

Government	declare	that	there	will	be	a	clampdown	on	 
‘off-payroll	working’	within	public	sector	organisations.	

December 2016
Draft Legislation Published

Draft	legislation	published,	alongside	a	technical	note	which	
explained the practicalities of IR35 enforcement post April 2017. 
Public	sector	clients	will	become	responsible	for	working	out	whether	
or	not	their	workers	are	caught	by	IR35.	If	deemed	to	be	’employees’	
after	all,	then	the	client	will	be	responsible	for	operating	IR35	and	
deducting	PAYE	and	NICs	from	any	caught	workers	–	at	source.

March 2017
New Employment Status Test

A	new	IR35	Employment	Status	Test	was	launched	–	to	help	workers,	
clients	and	agents	determine	whether	or	not	someone	is	caught	by	
IR35. Reports on the accuracy of results have been decidedly mixed, 
however,	HMRC	says	that	it	will	stand	by	the	results	of	any	given	
test,	assuming	that	all	questions	are	answered	accurately.

April 2017
Off-Payroll Working in the Public Sector takes effect

The public sector sees the off-payroll rules installed. Public sector 
limited	company	contractors	search	for	ways	to	mitigate	net	pay	
reductions including private sector roles, permanent roles and 
‘exotic’ tax solutions concealed behind umbrella veneers. 

OCTOBER 2018
Off-Payroll extension to the private sector 

At the October 2018 Budget, the Chancellor announced an 
extension	of	the	existing	off-payroll	working	rules	to	the	private	
sector,	effective	from	April	2020.	This	will	impact	clients	who	
are	defined	as	‘larger	and	medium-sized	businesses’	–	which	is	
expected	to	mean	companies	who	have	250	or	more	employees.

Overcoming IR35 - Version 1.0
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Threats 

opportunities

Poor diagnosis and over-reaction

Ill-informed decisions

Blanket assessments

Loss of market share

Increased	financial	risk

Open	to	HMRC	scrutiny

Sudden loss of contractors

Engagement	with	non-compliant	providers

Bring your clients closer

Build stronger client relationships

Demonstrate ability to add value

Differentiate from competitors

Deliver	the	best	financial	outcomes

Advise and eliminate end-client risk

Avoid common pitfalls

Learn from IR35 in the public sector

Improve contractor continuity

Gain market share

Poor management of IR35  
legislation could lead to:

By learning from the public sector reform, 
there are potential opportunities to:
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PAY TODAY pay 2020
For all agencies/end clients 
paying PSCs in the Private 
Sector prior to April 2020.

For all contractors 
caught by IR35 from 
April	2020	onwards.

Agency/end client pays:

£500 Day rate +	£100	(VAT)

No	holiday	pay

Agency/End client current  
liability £600 per day

Contractor responsible for:

• Accountancy services
• Self-assessment
• VAT returns
• Professional insurances
• RTI

Agency/end client pays:

£500 Day rate + £100* (Fee	payer	deductions)

Includes holiday pay

Agency/End client liability post April 2020 

• PSC	(Inside)	+	VAT	+	Costs
• Umbrella £500 + VAT
• Joint	Employment	£600	Non	VAT

Fee	payer	additions	will	include:

• Employers	NI
• Apprenticeship levy 
• Insurances
• Processing
• HR support

*	Assumes	agency/end	client	willing	to	maintain	current	fees

Where VAT cannot be reclaimed  
(Government	Bodies,	Financial	Institutions,	charities	etc.)

No	need	to	increase	rates	as	all	fee	payer	
deductions covered.

For Banks, government departments or any 
other	organisation	where	VAT	cannot	be	
reclaimed,	costs	will	not	need	to	increase	as	
the	20%	previously	charged	as	VAT	will	now	
cover the additional employer deductions and 
processing.

Contract options: Joint or sole employment/
reduced rate umbrella or PSC

Where VAT is reclaimable

For businesses that currently reclaim VAT, post 
April	2020	cash	flow	and	actual	cost	savings	
can be realised. Take a closer look at the PEO 
joint employment model further on. 

Contract options: Joint or sole employment/
reduced rate umbrella or PSC

Overcoming IR35 - Version 1.0
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oPTIONS - cAUGHT BY IR35
From April 2020 there are a limited number of truly legitimate 
and	safe	options	available	for	engaging	and	paying	your	workers.

You	could	decide	to	bring	them	onto	your	in-house	
PAYE	payroll.	You’d	have	more	to	manage	and	
may	need	to	expand	the	department	to	cope	with	
additional demands and you’d certainly have additional 
employment	responsibilities	to	consider.	Legal,	staffing,	
insurances etc.

It may be suitable to engage all ‘caught’ contract 
workers	through	a	reputable	umbrella	company.	This	
would	preserve	headcount,	although	there	would	
be a cost implication. Employment costs need to be 
separated as they are no longer able to be ‘rolled-
in’ to an all-inclusive headline rate. Higher agency 
cost,	lower	gross	pay,	more	tax	and	lower	net	pay	are	
all unavoidable by-products of umbrella compared 
to	limited	company.	You	would	still	have	additional	
employment responsibilities and managing the process 
and	expectations	would	be	time	consuming.

Another	option	would	be	to	partner	with	a	Professional	
Employment	Organisation	(PEO).	The	PEO	model	is	
built	around	the	HMRC	recognised	joint-employment	
method	and	carries	many	benefits.	The	PEO	becomes	
the ‘employer of record’ and takes on the statutory 
employment responsibilities enabling you to focus on core 
functions.	This	type	of	arrangement	will	therefore	negate	
the	need	for	additional	in-house	resources,	keeping	fixed	
costs	down.	A	PEO	offers	possibly	the	most	robust	and	
simplest	of	payroll	models	utilising	straight	PAYE	alongside	
a	great	set	of	benefits	to	help	attract	and	retain	workers.

Beware	of	unsustainable	and	‘too	good	to	be	true’	
solutions including:

• Inelegant	and	inefficient	deemed	deductions	to	 
Limited companies.

• Artificial	‘Statement	of	Work’	contracts.
• Artificially	structured	small	business	exemption	models.
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Big changes to the  
private sector  

landscape.
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What is an umbrella company?

A	PAYE	umbrella	company	is	a	standard	UK	limited	company,	
operated by a third party supplier acting as an ‘employer’ on 
behalf	of	its	contractor	employees.	A	contract	is	signed	between	
the Umbrella Company and recruitment agency/end client on 
behalf	of	the	contractor	who	will	be	carrying	out	the	assignment.

The umbrella provides a payroll service to its employees, processes 
all timesheets and invoices, and pays its employees a salary after 
allowing	for	deductions.

What is PEO?

The	PEO	was	initially	seen	in	the	United	States	where	they	 
assisted	smaller	companies	to	deliver	employee	benefits	
(especially	healthcare	and	HR)	to	their	workforce.	The	combined	
buying	power	of	the	individual	companies	that	the	PEO	
represented	brought	bargaining	power	and	allowed	the	member	
companies	to	compete	with	larger	organisations	to	attract	quality	
talent.	Employee	benefits	packages	available	through	PEO	member	
companies quickly expanded. For the individual companies 
engaging a PEO this dramatically transformed their ability to 
attract and retain talent. 

Appointing a Professional Employment Organisation also provided 
a cost-effective alternative for the management and processing of 
all	the	back-office	functions	surrounding	employment.

NAPEO	study	2017	–	PEO	impact	on	the	bottom	line

Since adopting PEO; 

 70% reported that their revenues had increased
 66%	reported	that	their	profits	had	increased
 98%	would	recommend	PEO.	

Today,	over	150,000	US	firms	now	engage	workers	through	a	PEO.	

And	in	the	UK,	several	thousand	registered	with	People	PEO!

Standard  
payroll models
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jOINT-EMpLOYMENT
EXPLAINED
Joint-employment	or	co-employment	is	where	
a	worker	is	simultaneously	employed	by	two	or	
more companies.  

End Client/Agency People GROUP

wORKER

Joint-employment
Joint Employment contracts 
have	been	widely	used	in	the	
Professional Employment 
Organisation	(PEO)	model	in	the	
US for the past 30 years. Under 
the PEO model, the agency/end 
client	partners	with	the	PEO	to	
employ	workers	under	a	joint	
employment	contract	which	
provides	a	number	of	benefits.

VAT	Notice	700/34	(Section	3.2)	says:

3.2 Joint-employment

Where staff are jointly employed there is no supply for VAT purposes between the 
joint employers. Staff are jointly employed if their contracts of employment or letters 
of appointment make it cleat that they have more than one employer. The contract 
must expressly specify who the employers are for example ‘Company A, Company B 
and Company C’, or ‘Company A and its subsidiaries’.

Jointly employed workers engaged through PEO remain  
‘off-payroll’ with the client, as the PEO is the employer of record. 

See our employment responsibilities chart for more information on 
the	division	of	front/back	office	responsibilities	between	the	parties.
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The benefits  
of Joint-Employment
	 	VAT	savings	between	joint	 

employers of 99%

	 	Cash	flow	savings	and	actual	savings	if	
using ID facilities

	 	Compliance	savings	–	portability	of	
workers	and	speed	to	get	them	to	work

	 	Cost	of	insurance	savings	–	we	can	reduce	
your insurance costs

  Overall reduction in admin, leaving you 
free to concentrate on core business

 Single tax code

	 	Outsourcing	payroll	where	contracts	state	
that the agency must be the  
employer	(not	previously	allowed)

People Group HMRC reviewed genuine Joint Employment model

We’ve	been	here	before,	back	in	2017	the	proliferation	of	a	number	of	umbrella	companies	
stating	that	they	were	fully	compliant.	It’s	similar	with	Joint	Employment;	many	have	seen	
a	new	model	and	want	to	capitalize.	However,	People	Group’s	Joint	Employment	model	has	
been	fully	reviewed	by	HMRC	and	gained	the	full	seal	of	approval	from	Professional	Passport	
industry compliance experts.

HMRC response received November 2018

Excerpts from HMRC response to full disclosure letter:

In my opinion, the guidance is stating that there can be no taxable supply (of staff) 
between joint employers because the workers in question are each the employer’s 
own employees. So even when monies (thus potential monetary consideration) pass 
between them for paying the workers - including salaries and resulting taxes - there 
is still no supply between the joint employers, because the monies are related to 
paying their own workers. Put another way, if the worker wasn’t paid by one of the 
joint employers, the other joint employer(s) would be jointly and severally liable to 
pay the worker, so the monies in question are the wages/related taxes and pensions.

To summarise, I consider that there is a joint employment given the conditions and 
contracts provided. Remittances between the agency and PPL (People Group) would 
be subject to guidance at 700/34 however only costs that can be associated with 
wages, related taxes, pensions and statutory payments would be classified as outside 
the scope of VAT.
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VAT savings  
in more detail
Whilst	joint	employment	offers	VAT	cash	flow	
savings, there are certain costs that are vat-able 
as	confirmed	by	HM	Revenue	&	Customs	(HMRC).

Non-disbursements
1% VAT Chargeable

Disbursements
99% VAT Not Chargeable

• Insurance costs
• Internal staff costs
• Legal & tribunal
• Postage/stationery/print
• IT & technology
• Bank	charges	(BACS)	-	worker,	
HMRC,	pension	etc.

• Wages
• Employer’s	National	Insurance
• Employer’s pension
• Apprenticeship Levy
• All statutory pay

1%

99%

Examples:
Full VAT (Umbrella)
1)	 	 £100,000.00	Gross	P/W
	 	 £20,000.00	VAT	P/W

  £120,000.00 Total Invoice

1% VAT (PEO)
2)	 £100,000.00	Gross	P/W
	 £200.00	VAT	P/W

  £100,200.00 Total Invoice

• Cash flow saving of  
£19,800.00 per week

• Where	VAT	is	not	reclaimable,	 
this	would	be	lost	revenue
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CONTRACT0R FOCUS
In	the	public	sector	contractors	sought	ways	
to	maximise	their	income	and	benefits.	
Some contractors took on permanent or 
private sector roles and some engaged 
through exotic tax models hidden behind 
umbrella veneers. In April it is inevitable 
that for a lot of contractors their situation 
will	change.	However,	it’s	not	all	doom	and	
gloom.	Managed	well	Contractors	may	find	
that	the	employed	benefits	mitigate	any	
potential	loss	of	income,	whilst	end-client	
hirers can continue to attract and retain key 
talent cost effectively.

Outside IR35 today

• Independence	and	flexibility
• Personal	fulfilment
• Higher earnings potential
• Insurance costs
• Accountancy costs
• No	automatic	holiday/pension	provision

Inside IR35 tomorrow

• Possible reduction in headline rate  
(or	increase	in	certain	circumstances)

• Provision for holiday pay
• Full insurances provided
• All	tax	and	NI	paid	at	source
• Pension	provision	(Individual	and	employer)
• Statutory	payments	(Sick/Maternity	etc.)
• Continuity of employment
• Full	access	to	employee	benefits

Plus additional cost savings:

• No	requirement	for	accountancy	services
• No	end	of	year	self-assessment
• No	need	for	additional	insurances
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ABOUT US
Our mission is to deliver the very best contractor 
experience from sourcing to on-boarding to 
compliance,	payroll,	benefits	and	everything	in	
between.	To	make	recruitment	processes	simple,	
smart,	more	efficient	and	rewarding.

Our	focus	on	the	UK	labour	market	for	payroll	and	
compliance	is	comprehensive.	Combined	with	our	
practical experience of navigating off payroll in 
the public sector makes us the go-to specialists 
for	private	sector	clients.	We’ve	processed	millions	
of	payslips,	and	worked	with	thousands	of	clients	
large	and	small.	We	understand	the	world	of	
contingent	work;	the	big	strategic	challenges	and	
the day-to-day recruiter, end client and contractor 
frustrations.

Get in touch

0345 034 1530
info@peoplegroupservices.com

People Group Services Ltd
People Group House
Three	Horseshoes	Walk
Warminster	
Wiltshire
BA12 9BT
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PEOPLE GROUP.
for a world that 
keeps changing.



Ove
rco

m
ing

 IR
35

 - 
Ve

rsi
on

 1.
0

info@peoplegroupservices.com

peoplegroupservices.com

0345 034 1530


